of Chinese agriculture (Lin and Yang, 2000; Li and Yang, 2005) .] In short, at this time Mao was dictating economic policy -not Liu and Deng.
Chapters 3, 4 and 5 are concerned with the influence of China's (and India's) much expanded involvement in the world's international trading system, from the mid-1980s onwards (and the early 1990s in India), on the capitalistic economies. The main thrust of the argument seems to be that this increased involvement resulted in a significant increase in the quantity of labour supplied, relative to the stock of capital, in the world's economic system and that this change has resulted, from about the mid-1980s, in a rise (resp. fall) in the relative share of capital (resp. labour) in the real gross domestic product for the OECD countries. There is nothing new here for application of the neo-classical production model predicts this consequence -a consequence that has been discussed by many for some time (such as on occasions in the pages of The Economist from 2005 onwards).
In these chapters, there also are a range of other disparate issues considered that usually involve grand, but questionable, statements concerning international political and economic relations.
The central argument employed in Chapter 6, to suggest the 'demise of the capitalist worldeconomy' later in this century, is that the accumulation of capital places increasing and unsustainable demands on the supply of natural resources and the ability of the environment to absorb pollutants. Clearly China and other economically emerging countries are part of this process. The overall thesis presented by Li, and which draws on only a limited range of secondary sources, could be interpreted as a partially updated version of the argument to be found in The Limits to Growth (1972) . And the criticisms that were made of the argument developed in that book is applicable to that set out by Li; viz. in those (private) markets for natural resources that are allowed to operate reasonably freely, economic responses will come into play that will tend to mitigate the economic impact of any growing scarcity for a given resource. On the other hand, in those (public and common goods) markets for international environmental goods, matters are far more complex as countries attempt to coordinate their efforts in the attempt to develop adequate sustainable pseudo markets for these goods. For reasons that are not adequately explained, Li (p. 144 ) is of the opinion that these international markets will never come into existence. A similar situation also will occur, it is asserted, with respect to local environmental goods.
While certainly there is scope for pessimism regarding these matters, Li sees the solution as being the replacement of the capitalist economic system with a socialist one (173): '…that must be … based on the production for use which is capable of meeting people's basic needs, rather than one that is orientated towards the endless pursuit of profit and accumulation.' In such a system (180): 'resources are primarily allocated by political and social institutions ….'
There is, however, little argument provided to support this conclusion. This book contains four chapters. Chapter 1 contains a theoretical introduction to the subject of stochastic differential equations and discusses several classes of stochastic processes that found wide usage in areas as diverse as finance, biology, economics and political science. The presentation of material in this chapter is heuristic, which makes it easy to understand for a practitioner with a limited mathematical background. Intuitions provided are, however, solid and can be easily worked out into rigorous proofs by more mathematically inclined readers. References to the relevant mathematical literature are also provided.
ALAN MARTINA
I believe that Chapter 1 is very useful, since it develops reader's intuition concerning stochastic processes, introduces important mathematical techniques for deriving stationary distributions and transition probabilities based on solving a mixed boundary problem for second order linear partial differential equations, and applies them to few concrete important classes of stochastic processes which are often used in applications. However, since these techniques are not familiar to the majority of economists, a reader would have benefited from some explicitly solved examples.
1 Though derivation of transition probabilities is rather cumbersome, derivation of conditional probabilities is rather straightforward. I present such a derivation in my review. In doing so, I will also discuss boundary conditions and their intuitive meaning. Such a discussion is completely absent from the book and can be useful to any reader who decides to use these techniques in her work.
Below I derive a general formula for the stationary density and complete computations for the G model. The choice of G model is motivated mainly by the simplicity of performing calculations. However, the model is also important in applications, since the drift term exhibits revision to the mean and the error is proportional to the level as it is common in many economic models. Another reason to provide an explicit derivation in this review is that unfortunately the book has some typos. I hope going through the derivation will empower the reader to verify the derivations for herself and correct the typos when needed.
Consider diffusion process (1.15) given by:
dx ¼ bðt; xÞ dt þ rðx; tÞ dWðtÞ;
where x 2 [a 1 , a 2 ] and )¥ £ a 1 < a 2 £ +¥, t 2 R + . Equation (1) describes the behavior for a stochastic process for x 2 (a 1 , a 2 ). For x 2 {a 1 , a 2 }, one has to specify the boundary behavior. Without going into details, I will assume that the boundary behavior is such that, if the probability that x 2 {a 1 , a 2 } was zero at time zero, it will remain zero for any t > 0, i.e. the boundary is not absorptive. I will refer to such a boundary as reflective.
Assume that the coefficients of diffusion are stationary, i.e. b(t, x) ¼ b(x), r(x, t) ¼ r(x). A reflective boundary will guarantee existence of a steady state probability density p(x). The density of x at time t solves: @pðx; tÞ @t þ @ðbðxÞpðx; tÞÞ @x ¼ 1 2 @ 2 ðr 2 ðxÞpðx; tÞÞ
Equation (2) should be solved subject to the initial condition p(x, 0) ¼ p 0 (x) and boundary conditions. These boundary conditions have a form:
bðc; tÞ pðc; tÞ ¼ 1 2 @ðr 2 ðxÞpðx; tÞÞ @x j x¼c ;
for c 2 fa 1 ; a 2 g.
Intuitively, condition (3) states that the deterministic flow of x through point c, given by the left hand side of equation (3), is exactly balanced by the diffusive flow, given by the right hand side of equation (3), so probability mass does not accumulate on the boundary. Equating the time derivative in equation (2) 
Formula (7) now implies
where d ¼ e/2r. Normalization constant A * is given by:
where Euler's gamma function, C(AE) is defined by:
for any z such that Re z > 0 and by analytical continuation in the rest of the complex plane. After introducing the basic theory, the author discusses simulation schemes in chapter two. The Euler and Milstein methods, which are implemented in the R code package, 2 are described in some detail. Chapter 3 is the most important chapter of the book for an empirically inclined reader. In this chapter, the author discusses parametric estimation techniques. Some of these techniques including pseudo-likelihood methods, approximated likelihood methods, the use of estimating functions, are novel. The final chapter covers miscellaneous topics such as nonparametric estimation and model identification. The book also contains numerous computer codes, written in R language, which makes it invaluable for practitioners.
Apart from the obvious audience, which contains applied econometricians and other statisticians who would like to implement new methods and ideas in their research, the book can be useful to economic theorists, who work in the areas of evolutionary game theory and bounded rationality. Indeed, stochastic processes like those described in Chapter 1 were used to model boundedly rational behavior and evolution of strategic play by Fudenberg and Harris (1992) , Basov (2003) , and Anderson et al. (2004) among others. Estimation techniques discussed in Chapters 2 to 4 can also be used by experimental economists, who would like to test these theories in the lab.
In the book, the author confined himself to stochastic differential equations defined over a one-dimensional state space. An extension to a multidimensional case is straightforward. Replace equation (1) 
where m(x) is a unit vector normal to ¶X at x. As far as empirical applications are concerned, the main challenge presented by multidimensionality is computational. Indeed, the volume of computations necessary for computation and simulation grows exponentially with the increase in the number of dimensions. For theoretical models, on the other hand, multidimensional models may have properties, which are qualitatively different from the one-dimensional ones. For a discussion, see Basov (2005) . To summarize, this book fills several gaps in the literature, summarizing the theory of stochastic processes and introducing some new estimation techniques. The main strength of the 2 The package is available for download from the comprehensive R archive network at http://cran.rproject.org/web/packages/sde/ index.html. Other books related to R can be found at http://www.r-project.org/ doc/bib/R-books.html. book is the breadth of its scope. It covers the basic theory of the stochastic processes, applications, an implementation in concrete computer codes. An empirical economist would find Chapter 3 most important, while for a theorist it will be useful to concentrate on Chapter 1. The main weakness is that the presentation of the results for important stochastic processes is too sketchy and a reader who is not familiar with these techniques may have difficulty following the argument. Also, since special functions (e.g. Euler's C-function, Bessel function, Hermit polynomials, etc.) are often used in the book, it will be useful to have an appendix devoted to the theory of special functions since they are not a part of the standard toolkit of an economist. Other weaknesses are that such an important topic as Bayesian estimation, which is one of current mainstream approaches, is barely touched in the book and the theory of multivariate processes is not covered at all, though, as I mentioned above, doing so would have been rather straightforward.
SUREN BASOV La Trobe University

